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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  fmancial-compliance  audit  report  on  the  Department  of  Livestock  for  fiscal  years  1997-98  and 
1998-99.  The  report  contains  recommendations  concerning  compliance  with  state  policies  and  laws 
including  accurately  recording  activity  on  the  state's  accounting  records,  travel  expenditures,  livestock 
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response  to  the  audit  recommendations  is  included  in  the  back  of  the  report. 
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Report  Summary 


Department  of  Livestock 


This  audit  report  documents  the  results  of  our  financial-compliance 
audit  of  the  Department  of  Livestock  (department)  for  the  two  fiscal 
years  ended  June  30,  1999. 


This  report  contains  seven  recommendations  where  the  department 
could  improve  management  controls  and  enhance  compliance  with 
state  policies  and  laws.  The  first  two  recommendations  relate  to  the 
Brands  Enforcement  Division  and  discuss  the  accuracy  of  data  on 
the  brands  inspection  system,  timeliness  of  deposits,  and  timeliness 
of  remittance  of  inspections.  The  third  and  fourth  recommendations 
relate  to  compliance  with  state  laws  and  policies  covering  travel  and 
establishing  fees  in  the  Administrative  Rules  of  Montana.  The  next 
two  recommendations  relate  to  recording  financial  activity  in 
accordance  with  state  accounting  policy.  The  final  recommendation 
discusses  the  accuracy  of  federal  program  information  submitted  to 
the  Governor's  Office.  The  department's  written  response  to  the 
audit  recommendation  begins  on  page  B-3. 

We  issued  an  unqualified  opinion  on  the  financial  schedules 
contained  in  the  report.  This  means  the  reader  may  rely  on  the 
presented  fmancial  information  and  the  supporting  data  on  the 
Statewide  Budgeting  and  Accounting  System. 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  repon,  the  department's  response 
thereto,  and  includes  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  department  ensure: 


A.  Information  is  submitted  in  a  timely  manner  and 
accurately  input  to  the  brands  inspection  system. 

B.  Any  differences  noted  during  inspection  audits  are 
investigated  and  resolved Page  8 

Department  Response:  Concur.  See  page  B-3. 
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Recommendation  ffl 


Recommendation  #3 


Recommendation  #4 


Recommendation  §5 


Recommendation  #6 


We  recommend  the  department  continue  to  work 

with  state  stock  inspectors  to  ensure  compliance 

with  state  deposit  laws  and  certificate  of  inspection 

requirements  outlined  in  state  law Page  10 

Department  Response:   Concur.   See  page  B-3. 

We  recommend  the  department  comply  with  state  policy 
concerning  reimbursement  of  travel  expenses Page  1 1 

Department  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  ensure  lab 

fees  are  adopted  in  accordance  with  the  Montana 

Administrative  Procedure  Act Page  1 1 

Department  Response:  Concur.  See  page  B-4. 

We  recommend  the  department  record  financial  activity 

related  to  the  sale  of  stray  livestock  in  accordance  with 

state  accounting  policy Page  12 

Department  Response:  Concur.  See  page  B-4. 

We  recommend  the  department: 

A.  Accrue  or  defer  revenue  in  accordance 
with  state  law  and  accounting  policy. 

B.  Record  expenditures  in  the  proper  fund  in 

accordance  with  state  law Page  14 

Department  Response:  Concur.  See  page  B-4. 
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Recommendation  §1  We  recommend  the  department  implement  procedures 

to  ensure  an  accurate  and  complete  Schedule  of 
Expenditures  of  Federal  Awards  is  submitted  to 
the  Governor's  Office Page  15 


Department  Response:  Concur.  See  page  B-4. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Montana  Depart- 
ment of  Livestock  (department)  for  fiscal  years  1997-98  and 
1998-99.  The  objectives  of  the  audit  were  to: 

1 .  Determine  if  the  department  complied  with  applicable  state  and 
federal  laws  and  regulations. 

2.  Review  the  department's  control  systems  and  make 
recommendations  for  the  improvement  of  management  and 
internal  controls  of  die  department. 

3.  Determine  if  the  department's  financial  schedules  present  fairly 
its  changes  in  fund  balances  and  results  of  operations  for  the 
two  fiscal  years  ended  June  30,  1999. 

4.  Determine  the  implementation  status  of  prior  audit 
recommendations . 

This  report  contains  seven  recommendations  to  the  department.  The 
recommendations  address  areas  where  the  department  can  improve 
its  management  controls  and  compliance  with  laws  and  regulations. 
Other  areas  of  concern  not  having  a  significant  effect  on  the 
successful  operations  of  the  department  are  not  included  in  this 
report,  but  have  been  discussed  with  management. 

In  accordance  with  section  5-13-307,  MCA,  we  analyzed  and  dis- 
closed the  costs,  if  significant,  of  implementing  the  recommenda- 
tions made  in  this  report. 


Background 


The  Department  of  Livestock  was  established  to  provide  for  the 
control  and  eradication  of  animal  diseases,  the  prevention  of 
transmission  of  animal  diseases  to  humans,  and  the  protection  of 
livestock  from  theft  and  predatory  animals.   The  department  is  also 
responsible  for  regulating  the  state  milk  industry. 


The  department  is  administered  by  a  seven-member  Board  of 
Livestock  (board).  The  members  of  the  board  are  appointed  by  the 
governor  and  confirmed  by  the  senate  to  serve  six-year  terms.   The 
board  appoints  an  executive  director  who  is  responsible  for  the 
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operations  of  the  department  and  ensuring  board  policies,  directives, 
and  rules  are  carried  out.   The  department  is  organized  into  five 
divisions  and  employs  approximately  137  full-time  equivalent 
employees. 

Centralized  Services  Division  -  provides  budgetmg,  accounting, 
payroll,  legal,  purchasing,  and  data  processing  services  to  the 
department.  This  division  also  includes  the  Milk  Control  Board. 
The  Milk  Control  Board,  which  has  been  administratively  attached 
to  the  department  since  July  1,  1995,  is  responsible  for  the 
regulation  of  milk  producer  pricing. 

Inspection  and  Control  Division  -  includes  the  Inspection  and 
Control  Program  which  is  responsible  for  brand  inspections, 
recording  of  livestock  brands,  dealer  licensing,  and  livestock  theft 
investigations.   This  program  has  employees  in  15  market  centers 
and  18  districts  throughout  the  state.  This  division  also  contains  the 
Predator  Control  Program.  This  program  is  designed  to  control 
certain  predators  that  kill  or  injure  domestic  livestock. 

Animal  Health  Division  -  includes  the  Disease  Control  Program. 
This  program  is  responsible  for  the  control  and  eradication  of 
animal  diseases  and  the  prevention  of  transmission  of  animal 
diseases  to  humans. 

Diagnostic  Laboratory  Division  -  provides  laboratory  support  for 
the  Disease  Control  Program,  Milk  and  Egg  Program,  veterinarians, 
and  livestock  producers.   The  Diagnostic  Laboratory  operates  on  the 
Bozeman  campus  of  Montana  State  University. 

Meat.  Milk,  and  Egg  Inspection  Division  -  includes  the  Milk  and 
Egg  Program  and  the  Meat  and  Poultry  Inspection  Program.   The 
Milk  and  Egg  Program  ensures  that  eggs  and  milk  products  sold  or 
manufactured  in  the  state  are  fit  for  human  consumption.   The  Meat 
and  Poultry  Inspection  Program  provides  for  a  state-certified  supply 
of  wholesome  meat  products  for  retail  consumption. 
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The  Livestock  Crimestoppers  Commission  is  administratively 
attached  to  the  department.   This  commission  provides  a  reward 
program  for  information  used  in  the  detection  of  livestock-related 
crimes. 
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Prior  Audit  Recommendations 


Prior  Audit  ^^  performed  the  financial-compliance  audit  of  the  department  for 

Recommendations  the  two  fiscal  years  ended  June  30,  1997.  The  report  contained  five 

recommendations  of  which  the  department  implemented  one, 
partially  implemented  one,  and  did  not  implement  three. 


The  recommendation  which  was  partially  implemented  deals  with 
travel  expenditures  and  is  discussed  again  on  page  10.   We  have  had 
recommendations  related  to  travel  expense  reimbursements  in  the 
department's  five  previous  audit  reports.   Although  the  number  and 
type  of  errors  we  noted  in  board  member  travel  have  decreased 
since  the  last  audit,  we  noted  an  increasing  number  of  instances  of 
noncompliance  related  to  employee  travel. 

The  three  recommendations  which  were  not  implemented  relate  to 
stock  inspector  deposits  and  remittances  (page  8),  establishing  fees 
through  the  administrative  rulemaking  process  (page  11),  and 
accounting  for  the  proceeds  from  the  sale  of  stray  livestock 
(page  1 1)  and  are  discussed  again  on  the  pages  noted. 


Page  5 


Page  6 


Findings  and  Recommendations 


Brands  Inspection  ^^^  department's  responsibilities  include  verifying  ownership  of 

System  livestock  prior  to  transfer  across  county  or  state  lines  and  before  or 

after  sale.   This  is  accomplished  via  an  inspection  process.   State 
stock  inspectors  live  throughout  the  state  and  perform  inspections  as 
requested.  The  department  also  provides,  when  requested,  duplicate 
inspections  as  proof  of  ownership  to  people  whose  original 
inspections  have  been  lost  or  destroyed.   Inspection  fees  range  from 
$.35  per  head  for  cattle  to  $10.00  per  head  for  lifetime  horse 
inspections. 

The  forms  used  to  document  these  inspections  are  contained  in 
books  of  50  blank  inspections.   Each  cattle  inspection  book  also 
contains  a  two-part  issuance  form.  The  top  portion  of  the  form  is  to 
be  completed  when  the  book  is  issued  and  sent  to  the  Helena  office 
for  input  to  the  brands  inspection  system.  Once  the  form  has  been 
input  to  the  brands  inspection  system,  the  system  tracks  several 
pieces  of  information  related  to  the  inspection  activity.  The  system 
tracks  the  inspector  responsible  for  the  book,  the  date  the  book  was 
issued,  and  the  inspections  that  are  still  outstanding  and  have  not 
been  submitted  to  the  department.  The  system,  when  requested,  can 
produce  a  listing  by  inspector  showing  the  inspection  forms  that 
have  not  yet  been  received  by  the  department.  Annually  the  listings 
are  printed  and  distributed  to  the  appropriate  inspector  and 
explanations  for  outstanding  inspections  are  requested. 

We  reviewed  certain  controls  over  input  to  and  reporting  from  the 
brands  inspections  system  and  noted  several  items  of  concern. 

►  Inspection  books  currently  in  use  were  not  shown  on  the 
brands  inspection  system  as  being  issued  because  issuance 
forms  had  not  been  completed  and  returned  to  the  Helena 
office. 

►  Inspection  books  actually  issued  and  used  by  one  inspector 
were  shown  on  the  system  as  being  issued  to  another  inspector. 

►  Of  the  outstanding  inspection  listings  returned  to  Helena, 
several  outstanding  inspections  had  been  resolved;  however, 
the  brands  inspection  system  had  not  been  updated. 
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►       The  listing  of  outstanding  inspections  is  not  printed  out  for  all 
inspectors.  Department  personnel  noted  they  do  not  print  out 
the  listing  for  inspectors  in  the  Helena  office.  We  noted  one  of 
these  inspectors  had  172  outstanding  cattle  inspection  forms 
dating  back  to  1987  that  had  not  been  resolved.   Upon  further 
inquiry,  we  determined  several  of  these  inspections  and  the 
related  money  were  still  in  the  possession  of  the  inspector. 
Cash  and  checks  totaling  $1,529  were  provided  to  us.   Checks 
received  were  dated  as  far  back  as  January  16,  1991.   Because 
of  the  nature  of  this  matter,  it  was  referred  to  the  Attorney 
General's  Office  and  Governor's  Office  by  our  office  in 
•accordance  with  section  5-13-304(4),  MCA. 

According  to  agency  personnel,  there  were  several  reasons  for  these 
issues,  including  human  error,  not  receiving  the  book  issuance 
forms,  and  lack  of  followup  on  reports.   Without  a  reliable  tracking 
system  for  inspection  forms  and  followup  on  discrepancies,  the 
department  is  unable  to  provide  current  proof  of  ownership  to  the 
industry  and  is  unable  to  determine  if  it  is  receiving  the  revenue 
from  the  inspections. 

Recommendation  #1 

We  recommend  the  department  ensure: 

A.  Information  is  submitted  in  a  timely  manner  and 
accurately  input  to  the  brands  inspection  system. 

B.  Any  differences  noted  during  inspection  audits  are 
investigated  and  resolved. 


Compliance  With 
Deposit  and  Inspection 
Remittance  Laws 


State  stock  inspectors  deposit  inspection  fees  into  local  banks  and 
submit  the  deposit  ticket  and  supporting  inspection  documentation  to 
the  department  for  recording  on  the  state's  accounting  records  and 
the  brands  inspection  system.  State  law  requires  collections  be 
deposited  each  day  when  cash  exceeds  $100  or  total  collections 
exceed  $500.  At  a  minimum,  all  moneys  collected  shall  be 
deposited  at  least  weekly.  State  law  further  requires  the  state  stock 
inspectors  to  file  the  certificate  of  inspection  with  the  department 
within  five  days  after  the  inspection  was  completed. 
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In  four  prior  audits  dating  back  to  1991,  we  noted  concerns  with  the 
timeliness  of  deposits,  and  in  the  prior  audit,  we  identified  a  concern 
with  inspection  remittances  by  the  state  stock  inspectors.  During  the 
current  audit  we  found  deposits  and  inspections  are  still  not  remitted 
in  a  timely  manner. 

The  following  two  items  were  noted  during  the  current  audit  period 
and  may  have  been  prevented,  or  detected  in  a  timely  maimer,  if  the 
department  had  implemented  prior  audit  recommendations. 

*■  One  stock  inspector  did  not  remit  approximately  $1,700  of 

fees  or  the  related  inspections  to  the  department.   This 
situation  was  discovered  when  a  stock  owner  contacted  the 
department  to  obtain  a  copy  of  an  inspection  form. 
Department  personnel  could  not  locate  the  inspection  form 
and  investigated  further.   It  was  determined  approximately 
$500  was  unaccounted  for  by  the  inspector.  This  matter 
was  referred  by  the  Department  of  Livestock  to  the 
Attorney  General  and  our  office  in  accordance  with  section 
5-13-309(3),  MCA.   Based  on  our  review  of  the 
information  provided  and  additional  inquiry,  we  determined 
there  was  an  apparent  violation  of  penal  statute  and  in 
accordance  with  section  5-13-304(4),  MCA,  we  referred 
the  issue  to  the  Attorney  General  and  the  Governor. 

*■  As  noted  in  the  previous  report  section,  checks  and  cash 

which  were  collected  as  much  as  nine  years  ago  were  never 
deposited. 

When  deposits  and  inspections  are  not  submitted  to  the  department 
in  a  timely  fashion,  the  most  current  ownership  and  brand 
information  is  not  available  to  the  department  and  the  accounting 
records  do  not  accurately  reflect  the  activity  of  the  department. 
Department  personnel  said  they  have  informed  inspectors  of  the 
state  deposit  laws  and  certificate  of  inspection  requirements  and 
have  requested  them  to  comply. 
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ftecbmirieTtcliatioii  U2 

We  recommend  the  department  continue  to  work  with  state 
stock  inspectors  to  ensure  compliance  with  state  deposit 
laws  and  certificate  of  inspection  requirements  outlined  in 
state  law. 


ComDliance  With  Travel  ^  ^^^  review  of  the  department's  compliance  with  state  travel 

Policies  policies,  we  found  the  department  paid  $8,724  in  excess  of  the 

amounts  allowed  by  state  policy.  The  following  describes  the  items 

we  noted: 

►  27  different  travel  expense  vouchers  were  paid  without 
appropriate  authorization.  The  total  payments  for 
unapproved  vouchers  totaled  $6,786.   State  policy  requires 
all  travel  expense  vouchers  to  be  approved  by  the 
employee's  immediate  supervisor. 

►  Lodging  expenses  of  $1,233  were  improperly  reimbursed 
to  board  members  and  employees.  There  were  15  different 
instances  where  reimbursed  lodging  was  not  paid  in 
accordance  with  state  policy.  These  situations  occurred 
either  when  the  incorrect  rate  was  applied  for  out-of-state 
lodging  or  when  lodging  was  reimbursed  without  a  valid 
receipt. 

►  State  travel  policy  allows  for  reimbursement  of  expenses  to 
employees  who  submit  reimbursement  requests  within  three 
months  of  the  occurrence  of  the  expense.   If  vouchers  are 
not  submitted  within  the  three  months,  the  employee  waives 
the  right  to  reimbursement.  We  noted  one  instance  where 
an  employee  was  denied  reimbursement  for  submitting 
travel  expenses  beyond  the  three-month  period.   However, 
we  identified  seven  travel  expense  vouchers  which  were  not 
submitted  within  the  three-month  period  and  the  requests 
were  processed. 

The  majority  of  these  errors  could  have  been  avoided  by  a  more 
thorough  review  process  for  travel  reimbursement  requests  and  the 
travel  expense  vouchers.   Department  personnel  stated  some  of  the 
errors  were  caused  because  they  were  unaware  of  new  travel 
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expense  reimbursement  policies  and  human  error.  The  deparmient 
should  develop  a  review  process  to  ensure  compliance  with  state 
policy. 

Recommendation  #3 

We  recommend  the  department  comply  with  state  policy 

concerning  reimbursement  of  travel  expenses. 


Establishing  Lab  Fees  by 
Rule 


In  our  prior  audit,  we  noted  the  department  establishes  fees  for  the 
diagnostic  lab  but  does  not  go  through  the  administrative  rulemaking 
process  (Montana  Administrative  Procedure  Act)  in  setting  or 
changing  those  fees.   Section  81-1-102(2),  MCA,  states,  "The 
department  shall  by  rule  establish  all  fees  that  it  is  authorized  to 
charge  ..."  The  lab  collects  approximately  $360,000  in  fees  each 
year.   During  the  prior  audit,  department  personnel  decided  the  lab 
fees  did  not  have  to  go  through  the  rulemaking  process  since  the  law 
relating  to  lab  fees  did  not  specifically  mention  the  rule  adoption 
process.   However,  the  state  law  reference  above  applies  to  all  fees 
established  by  the  department.   During  the  current  audit,  we  noted 
procedures  have  not  changed  and  the  fees  still  do  not  go  through  the 
administrative  rulemaking  process.   Department  management  noted 
they  are  in  the  process  of  establishing  lab  fees  through  the 
administrative  rulemaking  process. 


Recommendation  #4 

We  recommend  the  department  ensure  lab  fees  are  adopted 

in  accordance  with  the  Montana  Administrative  Procedure 

Act 


Proceeds  From  the  Sale 
of  Stray  Livestock 


The  department  takes  possession  of  livestock  found  miming  at  large 
in  the  state.  After  public  notice,  the  department  sells  the  stray 
livestock  and  deposits  the  proceeds  in  a  state  account.  The  proceeds 
are  subject  to  claim  by  the  owner  of  the  animal  for  a  period  of  two 
years.  After  this  two-year  period,  the  department  may  transfer  the 
proceeds  from  the  stray  livestock  account  to  a  state  Special  Revenue 
Fund  to  be  used  for  department  operations. 
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The  department's  stray  livestock  account  was  transferred  from  the 
Agency  Fund  to  the  Expendable  Trust  Fund  in  fiscal  year  1995-96 
as  required  by  state  policy.   During  the  previous  audit  of  the 
department,  we  noted  when  the  account  was  transferred  several  state 
policy  requirements  were  overlooked.  The  following  accounts 
should  have  been  established  in  the  Expendable  Trust  Fund:  a  fund 
balance  for  the  estimate  of  the  amount  held  which  would  not  be 
reclaimed  by  owners,  an  estimate  of  revenue  for  current  year 
collections  which  would  not  be  reclaimed  by  anyone,  and  an 
operating  transfer  to  transfer  funds  to  the  Special  Revenue  Fund. 

During  fiscal  year  1997-98,  department  personnel  began  recording 
an  estimate  for  the  amount  of  current  year  collections  that  would  not 
be  reclaimed  by  anyone.  However,  personnel  did  not  correct  the 
state  accounting  records  for  items  noted  in  the  previous  audit. 

Based  on  the  department's  current  procedures  for  recording  the 
proceeds  from  the  sale  of  stray  livestock,  the  fiind  balance  in  the 
Expendable  Trust  Fund  should  be  accurately  reflected  by  June  30, 
2000.  The  two  items  the  department  needs  to  correct  are: 

1.  Recording  a  transfer-out  in  the  Expendable  Trust  Fund  for 
the  transfer  of  funds  to  the  Special  Revenue  Fund. 

2.  Recording  a  transfer-in  in  the  Special  Revenue  Fund  for  the 
funds  transferred  from  the  Expendable  Trust  Fund. 

Department  personnel  noted  they  attempted  to  record  the  activity  in 
accordance  with  state  accounting  policy  but  were  not  completely 
successful. 

Recommendation  #5 

We  recommend  the  department  record  Gnancial  activity 
related  to  the  sale  of  stray  livestock  in  accordance  with  state 
accounting  policy. 
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Accounting  Issues 


Section  17-1-102(4),  MCA,  requires  state  agencies  to  input  all 
necessary  transactions  to  the  accounting  system  before  the  end  of 
the  fiscal  year  in  order  to  present  the  receipt,  use,  and  disposition  of 
resources  in  accordance  with  generally  accepted  accounting 
principles.   State  accounting  policy  provides  guidance  on  how  to 
record  activity  in  accordance  with  this  state  law.   Accounting  for 
financial  activity  in  accordance  with  these  requirements  improves 
the  quality,  consistency,  and  comparability  of  the  resulting  financial 
information  among  state  agencies.   It  also  ensures  that  revenue  and 
expenditures  are  properly  and  consistently  measured  within  each 
fiscal  year.   We  noted  several  instances  where  activity  was  not 
properly  recorded  on  the  Statewide  Budgeting  and  Accounting 
System  (SBAS)  in  accordance  with  state  law.   The  following 
sections  discuss  ways  the  department  can  improve  its  compliance 
with  this  state  law  and  state  policy. 


Revenue  Accruals  and 
Deferrals 


State  accounting  policy  notes  when  federal  funds  are  received  in 
advance  of  anticipated  expenditures,  any  portion  not  expended  at 
fiscal  year-end  should  be  recorded  as  deferred  revenue.   At  fiscal 
year-end  1998-99,  the  department  did  not  defer  $11 ,945  of  federal 
funds  they  had  received  in  advance  of  anticipated  expenditures.   As 
a  result,  the  federal  revenue  class  is  overstated  and  deferred  revenue 
is  understated  by  Si  1,945  at  fiscal  year-end  1998-99  in  the  Special 
Revenue  Fund.  Agency  personnel  noted  they  routinely  record  the 
revenue  deferral  at  fiscal  year-end;  however,  it  was  overlooked  at 
fiscal  year-end  1998-99. 


State  accounting  policy  notes  that  revenue  should  be  recognized  in 
the  period  in  which  it  is  measurable  and  available.   Measurable 
means  that  there  is  enough  information  to  make  a  reasonable 
estimate  of  the  amount  to  be  received.  Available  means  that  it  is 
collectible  in  the  current  period  or  soon  enough  thereafter  (generally 
60  days)  to  be  used  to  pay  liabilities  of  the  current  period.   At  fiscal 
year-end  1997-98,  the  department  did  not  accrue  approximately 
$67,000  of  revenue  related  to  milk  inspection  fees.   Department 
personnel  noted  the  milk  inspection  fee  accrual  was  overlooked  and 
they  began  accruing  the  revenue  during  fiscal  year-end  1998-99.   As 
a  result  of  not  accruing  the  revenue  in  fiscal  year  1997-98,  revenue 
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recorded  in  fiscal  year  1997-98  is  understated  by  $67,094  and 
overstated  by  a  like  amount  for  fiscal  year  1998-99. 


Recording  Expenditures  in  During  fiscal  year  1998-99,  the  department  received  funding  from 

Proper  Fund  the  United  States  Department  of  Agriculture  (USDA)  for  operating 

costs  of  the  state  bison  project.   Prior  to  receiving  the  funds  firom 
the  USDA,  the  department  recorded  the  expenditures  in  a  state 
Special  Revenue  Fund  account.  When  the  funds  are  received  from 
the  USDA,  they  are  deposited  in  a  federal  Special  Revenue  Fund 
account  and  the  related  expenditures  are  moved  from  the  state 
Special  Revenue  Fund  account  to  the  federal  Special  Revenue  Fund 
account.  At  fiscal  year-end  1998-99,  the  department  accrued 
$31,154  of  revenue  in  the  federal  Special  Revenue  Fund  account  for 
expenditures  the  department  had  incurred  in  the  state  Special 
Revenue  Fund  account  related  to  the  bison  project.   Since  the 
revenue  was  accrued  but  not  yet  received  from  the  USDA,  the 
revenue  is  recorded  in  the  federal  account  while  the  expenditures 
are  recorded  in  the  state  account.  To  properly  account  for  this 
activity,  the  revenues  and  related  expenditures  should  both  be 
recorded  in  the  federal  Special  Revenue  Fund  account.   As  a  result, 
expenditures  are  overstated  in  the  state  Special  Revenue  Fund 
account  and  understated  in  the  federal  Special  Revenue  Fund 
account  by  $31,154  at  fiscal  year-end  1998-99. 

Department  personnel  noted  that  since  the  funds  were  not  yet 
received  from  the  USDA,  they  left  the  expenditures  in  the  state 
Special  Revenue  Fund  account.   In  order  to  record  the  expenditures 
in  the  proper  account,  the  department  could  request  an  inter-entity 
loan  to  help  pay  for  the  costs  until  the  federal  funding  is  received. 

Recommendation  #6 

We  recommend  the  department: 

A.  Accrue  or  defer  revenue  in  accordance  with  state 
law  and  accounting  policy. 

B.  Record  expenditures  in  the  proper  fund  in 
accordance  with  state  law. 
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Schedule  of 

Expenditures  of  Federal 
Awards 


Department  personnel  prepare  a  Schedule  of  Expenditures  of 
Federal  Awards  (SEFA)  each  fiscal  year.  The  schedule  reports 
expenditures  of  federal  funds  listed  by  the  Catalog  of  Federal 
Domestic  Assistance  (CFDA)  number.  The  Governor's  Office 
compiles  agency  SEFA  information  into  a  single  SEFA  for  the  state 
of  Montana.  We  audit  and  express  an  opinion  on  the  state  of 
Montana  SEFA  in  our  biennial  Single  Audit  report. 


During  previous  audits  of  the  department  we  have  noted  errors  and 
omissions  on  the  SEFA.  These  items  were  discussed  with  personnel 
at  the  time;  however,  the  same  errors  continue  to  occur.  The  errors 
include: 

►  Incorrect  CFDA  numbers. 

»■  Use  of  grant  award  amounts  instead  of  actual  grant 

expenditures. 

>  Incorrect  federal  program  names. 

Federal  regulations  require  the  recipients  of  federal  assistance  to 
accurately  report  the  expenditures  for  each  assistance  program  by 
CFDA  number. 

As  a  result  of  incorrectiy  recording  amounts  on  the  SEFA,  the 
SEFA  submitted  by  the  department  to  the  Governor's  Office  is 
understated  by  approximately  $1,850  in  fiscal  year  1997-98  and 
overstated  by  $150,650  during  fiscal  year  1998-99. 

Department  persormel  noted  they  misunderstood  the  directions  from 
the  budget  office  on  the  preparation  of  the  SEFA.  The  instructions 
direct  the  department  to  record  the  award  amount  and  they  took  this 
to  be  the  amount  of  the  grant  award,  not  the  amount  expended  from 
the  grant  award. 

Recommendation  #7 

We  recommend  the  department  implement  procedures  to 
lensure  an  accurate  and  complete  Schedule  of  Expenditures 
of  Federal  Awards  is  submitted  to  the  Governor's  Office. 
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LEGISLATIVE  AUDIT  DIVISION 

Scott  A.  Seacat,  Legislative  Auditor  /^^   "^^a\  Deputy  Legislative  Auditors: 

John  W.  Northey,  Legal  Counsel  HbS^^^^I  ^™  Pellegrini,  Performance  Audit 

Tori  Hunthausen,  IT  &  Operations  Manager  ^^gB^^^fe/  James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITOR'S  REPORT 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedules  of  Changes  in  Fund  Balances  &  Property  Held  in  Trust, 
Schedules  of  Total  Revenues  &  Transfers-ln,  and  Schedules  of  Total  Expenditures  &  Transfers-Out  of  the 
Department  of  Livestock  for  each  of  the  fiscal  years  ended  June  30,  1998  and  1999.  The  information 
contained  in  these  financial  schedules  is  the  responsibility  of  the  department's  management.  Our 
responsibility  is  to  express  an  opinion  on  these  financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.  Those  standards  require 
that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial  schedules 
are  free  of  material  misstatement.  An  audit  includes  examining,  on  a  test  basis,  evidence  supporting  the 
amounts  and  disclosures  in  the  financial  schedules.  An  audit  also  includes  assessing  the  accounting 
principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluafing  the  overall  financial 
schedule  presentation.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

As  described  in  note  1 ,  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting  other 
than  generally  accepted  accounting  principles.  The  schedules  are  not  intended  to  be  a  complete 
presentation  and  disclosure  of  the  department's  assets  and  liabilities. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects,  the  results 
of  operations  and  changes  in  fund  balances  and  property  held  in  trust  of  the  Department  of  Livestock  for 
each  of  the  fiscal  years  ended  June  30,  1998  and  1999,  in  conformity  with  the  basis  of  accounting  described 
in  note  1 . 


Respectfully  submitted, 


Tames  Gillett,  CPA 
Deputy  Legislative  Auditor 


January  31,  2000 
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Notes  to  the  Financial  Scliedules 


Summary  of  Significant 
Accounting  Policies 

Basis  of  Accounting 


The  Department  of  Livestock  uses  the  modified  accrual  basis  of 
accounting,  as  defined  by  state  accounting  policy,  for  its  Govern- 
mental, Expendable  Trust,  and  Agency  Funds.   In  applying  the 
modified  accrual  basis,  the  department  records: 


Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable,  with  the 
exception  of  the  cost  of  employees'  annual  and  sick  leave. 
State  accounting  policy  requires  the  department  to  record 
the  cost  of  employees'  annual  leave  and  sick  leave  when 
used  or  paid. 

Expenditures  may  include:  entire  budgeted  service  contracts  even 
though  the  department  receives  the  services  in  a  subsequent  fiscal 
year;  goods  ordered  with  a  purchase  order  before  fiscal  year-end, 
but  not  received  as  of  fiscal  year-end;  and  equipment  ordered  with  a 
purchase  order  before  fiscal  year-end. 


Basis  of  Presentation 


The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.  The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  Statewide  Budgeting  and 
Accounting  System  (SBAS)  without  adjustment. 


Accounts  are  organized  in  funds  according  to  state  law.  The 
department  uses  the  following  funds: 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes. 


PageA-11 


Notes  to  the  Financial  Schedules 


Department  Special  Revenue  Funds  include  Inspection  and  Control, 
Livestock  Per  Capita,  Animal  Health,  Milk  Control  Bureau,  Meat 
and  Poultry  Inspection,  and  Bison  Trap  accounts. 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  state  in 
a  trustee  capacity  or  as  an  agent  for  individuals,  private  organiza- 
tions, other  governments  or  other  funds.   Department  fiduciary 
funds  include  Agency  Funds  for  National  Beef  Check-Off  and  Milk 
Control  accounts  as  well  as  an  Expendable  Trust  Fund  for  the  Stock 
Estray  account. 


General  Fund  Balance 


The  negative  fund  balance  in  the  General  Fund  does  not  indicate 
overspent  appropriation  authority.   Each  department  does  not  have  a 
separate  General  Fund  since  its  only  authority  is  to  pay  obligations 
from  the  statewide  General  Fund  within  its  appropriation  limits. 
Each  department  receives  cash  or  other  assets  from  the  statewide 
fund  when  it  pays  General  Fund  obligations.   The  department's 
outstanding  liabilities  exceed  the  assets  the  department  has  placed  in 
the  fund,  resulting  in  negative  ending  General  Fund  balances  for 
each  of  the  two  fiscal  years  ended  June  30,  1998,  and  June  30, 
1999. 


Cash  Transfers-In 


The  amounts  reported  as  Cash  Transfers-In  in  the  General  Fund  on 
the  accompanying  financial  schedules  represent  the  amount  of 
money  collected  by  other  state  agencies  and  expended  by  the 
department  in  support  of  its  programs. 
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DEPARTMENT  OF  LIVESTOCK 


MARC  RACICOT,  GOVERNOR 


PO  BOX  202001 


^ATE  OF  MONTANA 


BRANDS  ENFORCEMENT  DIV  406-444-2045 

ANIMAL  HEALTH  DIV   406  444  2043 

BOARD  OF  LIVESTOCK     CENTRALIZED  SERVICES  406-444-2023 

MEAT,  MILK  &  EGG  INSPECTION  DIV   406-444-5202 


HELENA,  MONTANA  59620-2001 


March  9,  2000 


Scott  A.  Seacat 

Legislative  Auditor 

616  Helena  Ave.,  Steamboat  Block 

P.O.  Box  201705 

Helena,  Montana  59620-1705 


m 


\  0  2000 


Dear  Mr.  Seacat: 

On  behalf  of  the  Board  of  Livestock,  I  submit  the  following  responses  to  your  audit 
recommendations  for  the  FY  98-99  audit  period. 

Recommendation  #1 

We  recommend  the  department  ensure: 

A.  Information  is  submitted  in  a  timely  manner  and  accurately  input  to  the  brands 
inspection  system. 

B.  Any  differences  noted  during  inspection  audits  are  investigated  and  resolved. 

Department  Response: 

A  &  B  Concur: 

The  department  is  in  the  process  of  realigning  or  has  realigned  personnel  and  will  also 

take  other  appropriate  steps  to  implement  these  recommendations. 

Recommendation  #2 

We  recommend  the  department  continue  to  work  with  state  stock  inspectors  to  ensure 
compliance  with  state  deposit  laws  and  certificate  of  inspection  requirements  outlined  in 
state  law. 

Department  Response: 

Concur: 

The  department  will  place  greater  emphasis  on  ensuring  that  state  stock  inspectors 

comply  with  state  deposit  laws  and  that  inspection  certificates  are  timely  and  accurate. 


Page  B-3 


Call  Montana  Livestock  Crimestoppers  800-647-7464 


Recommendation  #3 

We  recommend  the  department  comply  with  state  policy  concerning  reimbursement  of 

travel  expenses. 

Department  Response: 

Concur: 

The  department  has  issued  travel  policy  guidelines  and  directives  to  administrators, 

managers  and  the  accounting  staff  to  ensure  that  travel  reimbursements  are  properly 

authorized,  timely  and  accurate. 

Recommendation  #4 

We  recommend  the  department  ensure  lab  fees  are  adopted  in  accordance  with  Montana 

Administrative  Procedure  Act. 

Department  Response: 

Concur: 

The  department  is  in  the  process  of  including  lab  fees  in  the  administrative  rules  in 

accordance  with  the  administrative  procedures  act. 

Recommendation  #5 

We  recommend  the  department  record  financial  activity  related  to  the  sale  of  stray 

livestock  in  accordance  with  state  accounting  policy. 

Department  Response 

Concur: 

The  department  has  implemented  this  technical  audit  recommendation. 

Recommendation  #6 

We  recommend  the  department: 

A.  Accrue  or  defer  revenue  in  accordance  with  state  law  and  accounting  policy. 

B.  Record  expenditures  in  the  proper  fund  in  accordance  with  state  law. 

Department  Response 

A.  Concur:  The  department's  accounting  section  is  working  with  the  Milk  Control 
Bureau  to  accrue  milk  inspection  fees  in  a  more  timely  manner. 

B.  Concur:  The  department  worked  with  the  OLA  and  determined  that  an  inter-entity 
loan  from  our  state  special  revenue  account  would  be  an  appropriate  resolution. 

Recommendation  #7 

We  recommend  the  department  implement  procedures  to  ensure  an  accurate  and 

complete  Schedule  of  Expenditures  of  the  Federal  Awards  is  submitted  to  the  Governor's 

Office. 
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Department  Response 

Concur:  The  department  has  clarified  instructions  from  OBPP.  The  budget  office 
intended  to  report  actual  expenditures  rather  than  award  amounts.  The  department  has 
submitted  documentation  to  OBPP  to  this  effect. 

Thank  you  for  the  opportunity  to  respond  to  your  audit  report.  We  appreciate  the  efforts 
of  your  staff  in  identifying  and  clarifying  these  issues.  The  department  will  make  every 
effort  to  implement  the  recommendations  you  have  made. 

Sincere 

Marc  fridges.  Executive  Officer 
To  the  Board  of  Livestock 
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